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REPLY COMM S OF BELLSOUTH

BellSouth Telecommunications, Inc. ("BellSouth") hereby
replies to the comments submitted in response to in the
Order Inviting Comments ("OIC"), FCC 93-492, released
November 12, 1993.!

The parties subject to the Commission's depreciation
rules are in universal agreement that the Basic Factor Range
‘Option ("BFRO"), as proposed to be implemented in the 0IC,
will result in no significant simplification.? Indeed,
several parties comment that the application of the proposed
ranges to certain small accounts will actually increase the

burden on the Commission and carriers, when compared with

Icomments were submitted by the Ameritech Operating
Companies ("Ameritech"); the Bell Atlantic telephone
companies ("Bell Atlantic"); BellSouth; GTE Service
Corporation ("GTE"); MCI Telecommunications ("MCI"); the
Missouri Public Service Commission ("Missouri"); the
National Association of Regulatory Utility Commissioners
("NARUC"); New York Telephone Company and New England
Telephone and Telegraph Company ("NYNEX"); the Oklahoma
Corporation Commission, Public Utility Division ("Oklahoma")
Pacific Bell and Nevada Bell ("Pacific"); Southern New
England Telephone Company ("SNET"); Southwestern Bell
Telephone Company ("SWBT") U S WEST Communications, Inc.

(U S WEST"), the United States Telephone Association
("USTA") and the Utah Division of Public Utilities ("Utah").

’Ameritech at 1-3; BellSouth at 2-4; GTE at 2; NYNEX at

2-3; U S WEST at 2-4; SNET at 5. OM
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the streamlined methods applied to those accounts in recent
represcription proceedings.® Additionally, U S West at 4,
points out that the account most affected by technology
change and competition have been omitted from range
treatment. The digital switching, digital circuit and
buried cable-metallic accounts comprise approximately 47% of
U S Wests' investment. U S West at 5, Table B shows
informal ranges already used by the Commission and
recommends that these ranges could be used as a starting
point to add the technology accounts, even though the lives
are not forward looking. BellSouth would concur with this
approach if all jurisdictions' data points were included.
See BellSouth Comments at pp. 1 and 3. These accounts,
along with aerial metallic cable, should be added to the
range accounts as they represent approximately 60% of
BellSouth's total assets.

Several parties, including BellSouth, point out that
the accounts selected for initial range treatment are
generally smaller accounts that represent only a limited
potential for improvement in capital recovery.* As

recognized by Utah, "real simplification and potential time

JAmeritech at 4; NYNEX at 2-3; Pacific at 3.

‘Ameritech at 1-2; Bell Atlantic at 2; NYNEX at 2-3;
Pacific at 2-4; SWBT at 5; U S WEST at 2-4; SNET at 5; USTA
at 9.



and expense savings of the process cannot be realized
without all accounts being included in the process."’

The principal problem with the ranges proposed in the
QIC is that the lower ends of the ranges are too high. As
Bell Atlantic demonstrates, the QOIC proposes a 25 year
minimum for the low end of the projected life range for
underground copper cable. This would not result in this
account being fully depreciated until the year 2030.%° This
is far too long for an account that is rapidly being
replaced by fiber technology. By contrast, AT&T has a
projected life of less than 10 years for this account.’

U S WEST includes in its Table C the lives that it
has adopted for financial reporting purposes after it
discontinued following SFAS-71 in September 1993.%® These
lives represent a far more realistic lower bound for
projected life ranges than those contained in the OIC.
BellSouth proposed comparable projection lives for these
accounts during its 1992 and 1993 represcriptions. These

proposed lives are far more realistic than those contained

‘SuUtah at 1.
Bell Atlantic at 5-7.

"Ameritech notes that the Commission expressed its
intent to consider additional information in establishing
the ranges, but apparently did not do so. As a result, the
Commission is prescribing different projection lives for the
LECs and AT&T, even when the companies use similar equipment
and provide similar services. Ameritech at 5.

U S WEST at 8.



in the QIC. The Commission should reduce the lives on the
lower end of the ranges to encompass such realistic, forward
looking projections if simplification is to have any
substance.’ See "Attachment 1" for a comparison of the
current BellSouth prescribed ranges, proposed FCC ranges,
BellSouth requested values and percentage of BellSouth
assets that could be affected.

NYNEX demonstrates that regulators and carriers no
longer control the pace of introduction of new technology.
New technology introduction is dictated by the market.

NYNEX's competitors initiate service to
customers using up-to-date, state-of-the-art
technological platforms, free from the constraints
of replacing obsolete technology and recovering
capital previously expended in such technology.

Moreover, although the equipment used by

competitors is frequently identical to that used

by NYNEX, the depreciation lives used by cable

companies and ALTs generally range from one-half

to one-third of the lives prescribed for NYNEX by

the Commission. Even NYNEX's prescribed equipment

lives for older, obsolete equipment are frequently
longer than its competitors' lives for modern
equipment.!?
Utah recognizes that the need to meet national and
international market and technological demands "is now

effecting all LEC service areas."!!

’If the Commission is unwilling to use forward looking
data to establish the proposed ranges, BellSouth concurs
with U S WEST that the Commission should only use the most
recent historical prescriptions to establish the ranges.

U S WEST at 6-7.

'NYNEX at 7-8.

Hgtah at 2.



Corporations that continue to make investment
decisions based on current forms of regulation are
committing compatibility and competitive suicide

for the future.!

The Commission must take these factors into account in
prescribing the ranges for LEC projection lives and future
net salvage.

MCI recognizes that those carriers who have
aggressively invested in network modernization may not be
able to avail themselves of the benefits of the BFRO, but
dismisses this critical shortcoming in a footnote suggesting
that this is an issue to be addressed on reconsideration
rather than in this implementation proceeding.® To the
contrary, the Commission is using this proceeding to
establish the boundaries of the ranges that will be used to
initiate the BFRO. There is no reason to establish ranges
that are too narrow and too high to be of benefit to the
LECs who are aggressively investing in the backbone of the
National Information Infrastructure. MCI offers no policy
or legal reason to defer addressing this critical
shortcoming of the proposed ranges.

Ironically, MCI argues:

If the Commission were to adopt ranges that

were too wide, those carriers who have lagged

behind the industry in network investment would be

able to take advantage of ranges that reflected

the accelerated depreciation that resulted from
the more aggressive investment plans of other

12-_@.

BMCcI, fourth unnumbered page, footnote 10.
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LECs. This increased flexibility could

inappropriately reward carriers for modernization

they did not pursue.!
As BellSouth pointed out in its initial comments, there is
no danger of carriers "taking advantage" of ranges that are
too wide, because the Commission is requiring companies to
select basic factors that reflect the company's operations,
whether or not such factors are within the ranges.” Thus,
a company whose investment patterns do not support a factor
within the ranges because it has "lagged behind the
industry" will be required to file a full study.

The far more dangerous reality is that those carriers

\

that have aggressively invested in their networks will be

deprived of any benefit from the Commission's simplification
efforts. MCI is patently wrong when it concludes that the
proposed ranges are reasonable "because both the ranges and
the current depreciation methodology appropriately reward
carrier modernization efforts."!$

MCI's failure to recognize the shortcomings of the
proposed ranges may result from its fundamental
misunderstanding of the depreciation process itself. For
example, MCI asserts in footnote 11 that carriers benefit
from higher depreciation expenses "by increasing their rate

bases." The rate base includes the interstate portion of

“MCI at fourth unnumbered page.
BellSouth at 4-6.
McI, fourth and fifth unnumbered pages.
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LEC investment in Accounts 2001 and 2002 "net of accumulated
depreciation and amortization ..."" Thus, increased
depreciation expense reduces, not increases, the rate base.

More significantly, MCI characterizes adequate
depreciation as a "reward" for modernization. To the
contrary, adequate depreciation reflects the right of a
carrier to recover its past investment. That right exists
whether or not the carrier makes future investments. The
primary connection between depreciation and future
investment occurs when investors see a pattern of deferred
capital recovery, as has been the case for the LECs. 1In
that case, investors must weigh the risk of delayed recovery
or nonrecovery before making additional investments in the
carrier. Such a perceived risk also increases the cost of
capital. If the Commission wants to encourage new capital
investment, it must break with history and adopt
depreciation methods that reflect the present and future
realities of the telecommunications marketplace.

BellSouth strongly recommends the Commission's
consideration of the methods proposed by Technology Futures,

Inc. in its study Telecommunications Equipment Depreciation-

Looking to the Future which was attached to the USTA
comments in this proceeding. By using the "forward-looking"
methodology contained in this document to set the ranges of

the account lives of LECs' investment, significant capital

1747 C.F.R. sec. 65.820.



......

racovery simplification and reform can take placa, thereby

gsetting the stage for additional infrastructure investment.

The BFRO proposals as currently outlined in this proceeding

are a woefully inadequate beginning in this direction.

January 21,

1994

Respectfully submitted,

BELLSOUTH TELECOMMUNICATIONS, INC.
By its attorneys:

W*ﬁé@ﬁ 7
sidfe e, Jr. .
4300 Southern Bell C

675 West Peachtree Strest, N.E.
Atlanta, Georgla 30375
(404) 529-5094
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CERTIFICATE OF SERVICE
1 hereby certify that I have this 21st day of January,
1994 serviced all parties to this action with a copy of the
foregoing REPLY COMMENTS in reference to CC 92-296, by
placing a true and correct copy of the same in the United
States Mail, postage prepaid, addressed to the parties as

set forth on the attached service list.

2 G rharte

Darlena A. Martin
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